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Two-sided market has been one of the most popular topics for the past few years. 
It usually involves a platform provider and two groups of users who interact with each 
other and provide network benefits through the platform. E-commerce platforms, social 
networks, and video websites are typical examples of the two-sided markets. 
Network effect is one of the most important features of the two-sided markets. An 
incumbent platform with existing installed base has stronger direct as well as indirect 
network effect on the new users than an entrant platform. We discuss how the network 
effect and homing structure will affect the market competition given the installed base. 
Firstly, a Hotelling model was built to study the market entry strategies and price 
strategies for both the incumbent platform and the entrant platform under the situation 
that the incumbent platform has an installed base and the users are single-homing. Next 
we analyzed a partial multi-homing model. Lastly, a model with switching behavior 
was built to study the competition between the two platforms. 
The results indicate that in a growing two-sided market, the existing installed base 
of the incumbent platform cannot be an entry barrier to a new platform. In a growing 
market with positive network effect, the incumbent platform will have higher price, 
bigger market share, and more revenue than the entrant platform, because of the 
installed base. However, when the direct network effect is negative, the installed base 
of the early mover will no longer be a sustainable advantage. In some circumstances 
the entrant platform will even have a bigger market share and become the new market 
leader. We also provide the platform decision makers with some management 
implication that with positive network effect, incumbent platform should provide free 
service at the very beginning in order to gain bigger installed base. When with negative 
network effect, incumbent platform should coordinates the two groups of users and 
improve their satisfaction in order to maintain the first mover advantage, while the 
entrant platform should make fully use of the advantages of being legacy free to 
proactively attract new users.   
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